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Abstract: The main objective of this paper is to examine the  influence of both lagged and contemporaneous risk-taking as 
well as other company-specific factors on performance of non-financial Malaysian listed companies. This study will cover 
an observation period of 12 years (2004 to 2015) on unbalanced panel data basis. In order to deal with the dynamic nature 
of downside risk-return relationship, the dynamic panel estimation will be carried out using two-step system generalized 
method of moments (S-GMM) estimator. The application of S-GMM which is claimed as robust in the class of all GMM 
estimators, could offer a better explanation on the issue discussed. For the management of a company, this research 
outcome may strategically provide guidance on planning and managing their investment activities to increase shareholders’ 
wealth. A better assessment of risk would eventually contribute to wealth creation. In terms of investors, the results could 
enhance their awareness and understanding of the collective investment behaviour of companies. Hence, it could assist 
them to select the appropriate investment according to their risk preferences. With regard to the Securities Commission 
(SC), the outcomes could furnish this regulatory body with more accurate risk-return assessment model. In line with SC’s 
statutory function, this security market supervisory body is obligated to encourage the application of reliable risk measure 
amongst stakeholders. By facilitating market participants with informative investment guidance, greater development of 
securities market in Malaysia would be promoted.  





Financial performance is considered as an 
effective indicator of company’s achievement 
over its fiscal year. Return on asset (ROA) is one 
of the most favorable accounting-based 
performance measures (Al-Matari, Al-Swidi & 
Fadzil, 2014), which reflects the fundamentals of 
business, including the effectiveness of wealth-
generating activities by means of assets 
utilization. It conveys value-relevant and timely 
information (Lev & Ohlson, 1983; Hassel, Nilsson 
& Nyquist, 2005) and widely applied in many 
context (Maines & Wahlen, 2006) by various 
users in decision making (Giner & Reverte, 1999; 
Truica & Trandafir, 2009). In view of this fact, 
ROA could be considered as one of the essential 
components of financial performance measures 
which can encourage people to invest in a 
company. Therefore corporate managers should 
take strategic actions to genuinely improve this 
accounting-based performance from time to 
time.  
The issue on factors contributing to corporate 
performance or return has long been discussed 
in financial economics (Hodoshima, Garza-
Gomez & Kunimura, 2000; Blitz & Van Vliet, 
2007; Campbell, Polk & Vuolteenaho, 2010; Rossi 
& Timmerman, 2012) as well as strategic 
management fields (McNamara & Bromiley, 
1999; Andersen, Denrell & Bettis, 2007; Henkel, 
2009; Li, Yang & Zhang, 2014). However, 
previous literature has not yet reached to a 
conclusive inference with regard to which 
company-specific factors most affect the 
performance.  
Traditionally, Risk and return are viewed as 
inseparable concepts in corporate financial 
decision. The establishment of the direction of 
corporate risk-return relationship which fit the 
risk tolerance is essential as it would affect 
investors’ as well as companies’ strategy to 
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manage risk and secure the best investment 
opportunities with maximum return for a given 
level of risk. In the wake of global series of high 
profile corporate scandals and corporate 
collapses in the last two decades, organisational 
decision makers are required to understand risk 
and return concepts which are deemed unique to 
the market setting (Bekaert & Harvey, 2002; Gan, 
2002; Bekaert & Harvey, 2003; Abu Hassan & 
Shamiri, 2007; Shamiri & Isa, 2009; Tan & Khan, 
2010) .  
In the context of emerging market, downside 
risk measure is claimed to be more appropriate 
to be applied due to its distinctive characteristics 
of highly volatile returns and skewed 
distribution (Harvey, 2000; Estrada, 2000, 2001; 
2002, 2005; Lee, Phoon & Wong, 2006; Beach, 
2011, Alles & Murray, 2013). Failure to employ 
appropriate risk measure will result in spurious 
input to information-users. Misleading 
information would lead to wrong investment 
decision and ultimately jeopardise the aims to 
increase shareholders wealth. 
As far as the Malaysian literature is 
concerned, the studies available thus far do not 
incorporate a broad set of company-specific 
factors that shed light on the empirical issues. 
Hence, this study is undertaken to fill this gap. 
This study will focus on both lagged and 
contemporaneous downside risk, size, financial 
slack, and leverage as company-specific factors 
that are expected to have influence on 
accounting-based performance.  
To the author’s knowledge, this is the first 
attempt to utilize generalized method of 
moments (GMM) estimator in investigating the 
determining factors of corporate performance 
within the context of the Malaysian market. This 
attempt is in line with with the dynamic nature 
of downside risk-return relationship. By using 
system generalized method of moments (S-
GMM) which is claimed as robust in the class of 
all GMM estimators, this paper could add value to 
the body of knowledge on the issue discussed. 
This study will integrate behavioural models 
of decision making, agency theory and other 
relevant theoretical views into the research 
framework. A blend of a broader set of 
organisational theories could give a better 
explanation on risk-return relationship 
(Wiseman & Catanach, 1997; Deephouse & 
Wiseman, 2000). The intention of this study is to 
offer some explanations that could reconcile 
contradictory evidences and theories’ 
implications on the issue discussed. Such 
explanations could hopefully help management 
of a company, investors and other stakeholders 
to plan and implement strategies to benefit each 
party. 
The organisation of the rest of this paper is as 
follows. Section 2 presents the literature review 
and embedded with theoretical foundation which 
are related to the study. Section 3 shows the 
proposed research framework. In Section 4, the 
hypotheses are presented. Finally, Section 4 
concludes the gist of the study. 
 
2. Literature Review and Theoretical 
Foundation 
 
The debate over the empirical issues relating 
to factors contributing to corporate performance 
is rampant in the developed markets (Blitz & 
Van Vliet, 2007; Rossi & Timmerman, 2012 ; Li 
et al., 2014). Over the past decade, the debate 
has also been extended into the emerging 
markets (Bekaert & Harvey, 2002; Beach, 2011; 
Mollik & Bepari, 2011; Alles & Murray, 2013), 
which includes the Malaysian market (Yakob & 
Delpachitra, 2006; Tan & Khan, 2010; ElShareif, 
Tan & Wong, 2012). Many scholars agree that 
emerging markets are a promising area for 
economic and financial market research 
(Estrada, 2000; Lee, et al., 2006; Lingaraja, 
Selvam & Vasanth, 2014). The rationale behind 
this is that emerging markets offer considerable 
out-of-sample tests for the existing models 
(Bekaert & Harvey, 2002).  
 
2.1 Corporate Risk in Relation to 
Performance 
 
Financial economists, academics and 
practitioners have long been interested in 
contemporaneous risk-return relationship. The 
traditional prediction of risk and return will be 
positively correlated in an efficient market 
arises principally from a risk-averse reaction of 
rational economic agents. Risk-averse behaviour 
assumes that, rational economic agents would 
not undertake a high-risk decision unless they 
will be compensated with high expected returns.  
Evidently, a considerable body of researches 
published before 1980’s documented a 
significant positive risk-return association as 
postulated by traditional school of thought. To 
mention a few, Conrad and Plotkin (1968) focus 
on studying 783 US companies which 
representing 59 industries for the period 1950 
to 1965  and find  a significant positive 
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association between risk and return.  Similarly, 
Fisher and Hall (1969), Cootner and Holland 
(1970) and Hurdle (1974) who  examine 11 
industries over a 15-year period (1950-1964), 
39 industries over a 15-year period (1946-
1960) and 85 industries over 10-year period 
(1960-1969) respectively, also derive results 
that verify significant positive risk-return 
relationship for both firm and industry level in 
the US.  
Another investigation on US-based industry 
by Armour and Teece (1978), however 
document an insignificant negative relationship 
in 28 firms from petroleum industry. In contrast, 
study on the same issue in Germany by 
Neumann, Bobel and Haid (1979) records a 
significant positive association for the whole 
sample of 334 West German industrial stock 
companies. Interestingly, when the sample is 
separated according to big and small companies, 
significant positive and insignificant negative 
association is found respectively. 
In spite of CAPM theory hypothesizes that 
high risk actions bring in high average returns, 
strategic management organisation researchers 
have uncovered evidence that accounting 
measures of financial return and risk are often 
negatively related. Employing mean-variance 
approach and content analysis measures, 
Bowman (1980) pioneer the management 
scholars to challenge the long held view that 
“there is no free lunch”. Bowman (1980) points 
out the theoretical and empirical contradictions 
between corporate risk-return relationship and 
the traditional assumption of positive risk-
return relationship and risk-averse behaviour 
derived from modern financial portfolio theory. 
Founded on Cyert and March’s (1963) 
behavioural theory of the firm (BToF) and the 
prospect theory of Kahneman and Tervesky 
(1979), strategic management organisation 
researchers (Bowman, 1984; Fiegenbaum & 
Thomas, 1988; Bromiley, 1991a, 1991b; March 
& Shapira, 1992; Miller & Leiblein, 1996; Teece, 
Pisano & Shuen, 1997; Bromiley, Miller & Rau, 
2001; Greve, 2003; Coval & Shumway, 2005; 
Massa & Simonov, 2005; Ackert et al., 2006; 
Maurer, 2008; Frisno, Grant & Johnstone, 2008; 
Denrell, 2008; Li et al., 2014) are of one aim, to 
correctly model the relationship between risk 
and return by taking into consideration the lag 
structure of the regressor. They argue that the 
inclusion of lag structure for corporate risk-
taking as a regressor is important in order to 
correctly timing the delayed effects of causal 
risk-return relationship. It is expected that 
allowing for the lag structure can effectively 
capture the gradual causal interaction between 
risk and return within different window period 
of investigation. 
By applying a content analysis of 26 US-
based companies’ annual reports over the 
period of 1972 to 1981, Bowman (1984) fail to, 
report any significant impact of risk-taking on 
subsequent performance. However, the work of 
Miller and Leiblein (1996) and Maurer (2008) 
reveal the existence of significantly positive 
impact of prior risk-taking on subsequent 
performance. Their argument is in line with 
Teece et al. (1997) who claim that decision 
makers tend to engage in risk-averse behaviour. 
They are guided by the past risk taking indicator 
as a benchmark for seeking reliable investment 
opportunities. More certain accounting returns 
are expected in order to offset the additional 




2.2 Downside Risk Measures 
 
Within the investment context, the 
conceptualisation of downside risk appeared in 
the early 1950s as documented in Roy (1952) 
and Markowitz (1959). Since then, a few 
research works probing into this issue could be 
seen. Among other early proponents of downside 
risk are Lanzilotti (1958), Swalm (1966), Mao 
(1970), Bawa (1975), Hogan and Warren (1974), 
and Fishburn (1977).  Other outstanding 
proponents are Miller and Leiblein (1996), 
Grootveld and Hallerbach (1999), Estrada (2002, 
2004, 2006, 2007), Swisher and Kasten (2005), 
Ang, Chen and Xing (2006), Maurer (2008), Veld 
and Veld-Merkoulova (2008), Lee, Reed and 
Robinson (2008), Tee (2009), and Beach (2007, 
2011). These researchers are in agreement that 
downside risk is more consistent with actual 
behaviour of investors in investment settings.  
Beach (2007) emphasises Markowitz's 
(1959) notion on the influence of normality 
distribution of returns on the validity of 
variance-based measures of risk and downside 
risk measures. In the case of normal distribution, 
both standard risk and downside risk are 
accepted as good measures of risk. However, 
only the downside risk stands as an appropriate 
risk measure if the distributions are 
asymmetrically distributed.  Some researchers 
are in agreement that downside risk measures 
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are more accurately reflect the non-symmetrical 
distribution of asset returns (Stevenson, 2001; 
Estrada, 2001; Solomons & Grootveld, 2003; 
Nawrocki, 2003; Coleman & Mansour, 2005). 
Since non-symmetrical distribution of asset 
returns is a common feature in emerging market 
environment (Hwang & Pederson, 2002; 
Pavabutr, 2003), downside risk measures are 
deemed to be applicable to this market setting 
(Harvey, 2000; Estrada, 2000, 2002, 2004, 2007; 
Beach, 2011; Alles & Murray, 2013). 
Among other reliable measures of downside 
risk in the context of emerging markets are 
below-mean semi-variance and a product of its 
square root known as below-mean semi-
deviation (Estrada, 2002, 2004, 2007). Below-
mean semi-variance computes variance using 
the returns below the mean return. Beach 
(2011) reveals that below-mean semi-variance is 
more suitable for emerging markets as 
compared to developed markets due to the 
different form of underlying returns distribution.  
An alternative term for below-mean semi-
variance is half variance (Nawrocki, 1999). 
Meanwhile, Estrada (2002) discovers that 
below-mean semi-deviation presents a more 
practical risk measure than standard risk 
measure in explaining risk or variability in the 
cross-section of emerging markets' security 
returns. By using this risk measure, Estrada 
(2002) significantly supports the positive 
relationship between risk and return.  
 
2.3 Company Size 
 
Since size effect model is first documented 
by Banz (1981) and Reinganum (1981), a series 
of studies have been concentrated on testing the 
model. Proponents of size effect phenomenon 
support a negative between company size and 
return (Fama & French, 1992; De Moor & Sercu, 
2007; Amel-Zadeh, 2011). However, the 
evidence on the issue of size effect has not 
always been one-sided.  For example, studies 
based on data from the US (Chang & Thomas, 
1989; Horowitz, Loughran & Savin, 2000; 
Schwert, 2003; Chaibi, Alioui & Xiao, 2014), 
Korea (Mukherji, Dhatt & Kim, 1997), UK 
(Dimson & Marsh, 1999; Dimson, Marsh & 
Staunton, 2002), Nigeria (Muritala, 2012), 
Tanzania (Kipesha, 2013) and Malaysia (Mohd 
Ali, 2006) suggest that small size companies 
have substantially lower returns than large size 
companies. These researches show that the 
reversed size effect is not only happen in 
emerging markets but also exist in mature 
markets.  
Schwert (2003) suggests that the size effect 
appears to be reversed because practitioners 
begin to utilize investment tools which enable 
them to exploit the small-firm anomaly for their 
portfolio maximisation. Some studies have 
shown that large firms have a direct impact on 
performance due to the ability in operating 
business efficiently (Kumar, 2004; Bos & Kolari; 
2005; Van Biesebroeck, 2005; Aljifri & Moustafa, 
2007), utilizing economies of scales and 
dominating the market (Bain, 1954; Kumar, 
2004; Serrasqueiro & Macas Nunes, 2008), 
experiencing more business diversification 
(Yang & Chen, 2009), having greater financial 
resources (Arora & Gambardella, 1990), and 
diversifying risk efficiently (Ghosh, 2001; 
Bossone & Lee, 2004). 
 
2.4 Financial Slack 
 
The issue on financial slack-performance 
relationship in the developed markets has been 
investigated from the perspective of behavioural 
theory of the firm and agency theory. The 
proponents of behavioural theory of the firm 
and agency theory posit contradictory 
hypothesis on the influence of financial slack on 
firm's performance (Daniel, Lohrke, Fornaciari & 
Turner, 2004). From the perspective of 
behavioural theory of the firm, financial slack is 
excess resource that can be utilized to absorb 
variation in external business environment and 
tackle problems that may threaten company's 
survival (Sharfman, Wolf, Chase & Tansik, 1988).  
In addition, financial slack resource can be 
used to take advantage of environmental 
opportunities and pursue innovative activities 
(Cyert & March, 1963; Sang, Hyuksoo & Hinh, 
2014). Therefore, organisational decision 
makers need to be proactive in order to facilitate 
environmental change (Cheng & Kesner, 1997). 
These arguments support the positive effect of 
financial slack on performance of a company 
(Cyert & March, 1963; Pfeffer & Salancik, 1978). 
In line with this contention, many researchers 
argue that financial slack is necessary to ensure 
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the long-run survival of a company (Singh, 1986; 
Hambrick & D'Aaveni, 1988; Lee, 2011).  
In contrast, from the perspective of 
corporate governance issue, agency theorists 
typically argue that without effective monitoring 
of management, financial slack provides extra 
costs and inefficiency to the company and thus 
harm its performance (Jensen & Meckling, 1976; 
Fama, 1980; Jensen, 1986). This is because 
organisational decision makers who are 
described as self-centred agents would have a 
tendency to waste the extra financial resources 
for the purpose of seeking their own interest at 
the expense of shareholders. Therefore, many 
scholars are in agreement that financial slack 
should be reduced to minimize the possibility of 
mismanagement which can cause performance 
to decline (Davis & Stout, 1992; Phan & Hill, 
1995; Steensma & Corley, 2001).  
 
2.5  Leverage 
 
A number of previous literature have shown 
that corporate governance mechanisms are 
important to be implemented in order to 
promote a more transparent and effective 
decision making criteria for the management to 
obey (Tirole, 2001; Al-Faki, 2006). In the context 
of Jensen's (1986) free cash flow hypothesis, 
leverage is considered as one of the governance 
mechanisms which can reduce the opportunistic 
behaviour of managers in over-investing the 
financial resources under their control at the 
expense of shareholders.  
The proponents of free cash flow hypothesis 
argue that by having greater debt financing 
leads managers to put more efforts on managing 
risky projects that have greater potential for 
larger returns. Failure to meet debt payment 
will expose the company to bankruptcy 
problems (Altman, 1993), which in turn may 
cause the threat of manager’s replacement 
(Jensen, 1989). Thus, this kind of governance 
mechanism would mitigate the manager-
shareholder conflict of interest; hence, 
improved shareholders’ value (Jensen, 1986; 
Harris & Raviv, 1991). The evidence of free cash 
flow hypothesis is further supported by a 
number of researchers (see for example, 
Campello, 2006; Berger & Bonaccorsi di Patti, 
2006; Franck, Huyghebaert & D'Espallier, 2010). 
3.  Research Model and Dynamic Panel 
      Estimation 
 
This study will cover an observation period 
of 12 years (2004 to 2015) on unbalanced panel 
data basis. The research model as presented 
below will be applied to analyse the effect of 
corporate risk and other company-specific 




For the purpose of controlling firm-level 
effects as well as industry-wide effects, lagged 
dependent variables (i.e. PERFt-1) and 
contemporaneous industry performance 
(INDPERFi,t) are integrated into the risk-return 
models. Previous studies suggest that even 
though these variables are not specifically 
considered in any related theory, empirically 
they have an impact on risk and return 
relationship (Bowman, 1980; Schmalensee, 
1985; Rumelt, 1991; Miller & Leiblein, 1996; 
Wiseman & Bromiley 1996); Deephouse & 
Wiseman; 2000; Banko, Conover & Jensen, 
2006; Lin, 2011). 
In order to deal with the dynamic nature of 
downside risk-return relationship, the dynamic 
panel estimation will be carried out using two-
step system generalized method of moments (S-
GMM) estimator. The S-GMM method combines 
moment conditions for model in first 
differences (the transformed equation) with 
moment conditions for the model in levels (the 
original equation). This process is done by 
exploiting lagged variables at levels as 
instrumental variables in the transformed 
equation whereas lagged difference variables 
are used as instruments in the original equation.  
By estimating regressions in the transformed 
and original equations simultaneously, the S-
GMM is able to difference the instruments while 
keeping regressors in levels. Hence, this 
procedure allows the introduction of more 
instruments, further reduce the finite sample 
bias and substantially improve the estimation 
efficiency (Blundell, Bond & Windmeijer, 2000; 
Windmeijer, 2005; Roodman, 2006; Baltagi, 
2008).  
The consistency and reliability of GMM 
estimator procedures are tested using two 
standard diagnostic tests. The over-identifying 
restriction is tested using the Sargan’s (1964) 
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test of misspecification. Meanwhile the 
Arellano-Bond (1991) tests for first order serial 
correlation (AR(1)) and second order serial 
correlation (AR(2)) of the residuals are applied 
to verify the efficiency of model estimations 
using GMM approach. 
 
4. Hypothesis Testing 
 
This part presents hypotheses development 
based on the literature review as well as 
related theories disscused in the previous 
section. 
 
H1: Contemporaneous risk-taking (RISKi,t) has 
an influence on contemporaneous     
performance (PERFi,t). 
 
H2: Prior risk-taking (RISKi,t-1) has an 
influence on subsequent performance   
(PERFi,t). 
 
H3: Performance (PERFi,t) has a relationship 
with company size (SIZEi,t). 
 
H4: There is a relationship between financial 
slacks (FSlacki,t) and performance  (PERFi,t). 
 
H5: There is a relationship between leverage 




This conceptual paper provides a review on the 
the influence of both lagged and contemporaneous 
risk-taking as well as other company-specific 
factors on performance of non-financial 
Malaysian listed companies over the period of 
2004 to 2015. Previous literature in both financial 
economics (Hodoshima et al., 2000; Blitz & van 
Vliet, 2007; Campbell et al., 2010) and the 
strategic management (McNamara & Bromiley, 
1999; Andersen et al., 2007; Henkel, 2009; Li et 
al., 2014) fields argue that the standard positive 
risk-return relationship and risk-averse behavior 
which are well documented in the developed 
markets especially in the United States do not 
always represent the reality of  other capital 
markets (Maurer, 2008; Rossi & Timmerman, 
2012).  
Since emerging markets have unique 
characteristics such as non-normally distributed 
returns (Stevenson, 2001; Susmel, 2001; Hwang 
& Pederson, 2002; Pavabutr, 2003) and highly 
volatile returns (Bekaert & Harvey, 2003), many 
scholars (Sanda, Shafie & Gupta, 1999; Estrada, 
2000; Bekaert & Harvey, 2002) agree that this 
research topic needs to be investigated further. 
By taking into account below-mean semi-
deviation (BMSD) as a risk measure, using 
accounting-based and by integrating behavioural 
theory of the firm, prospect theory and agency 
theory into the research framework, these efforts 
will promote better understanding on the issues 
relating to risk-return relationship.  
An attempt to analyze factors contributing to 
performance and risk-taking in the setting of the 
Malaysian market begins with the application of 
dynamic panel regression. Based on the Sargan’s 
(1964) and Arellano-Bond (1991) tests, S-GMM 
is the preferred estimators for accounting-based 
variables; whereas the static panel data is used for 
the market-based variables as they fail the 
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